In this paper, ID3 algorithm of decision trees is modified due to some shortcomings. The algorithm is implemented to create a decision tree for bank loan seekers.ID3 algorithm is an existing algorithm which is modified because the dataset cannot be implemented in the existing conditions. Some changes are done in order to remove the shortcomings of the algorithm. Now the modified version is implemented in the dataset taken. With the help of the modified algorithm a decision tree is created which is helpful to the bankers to predict the credit risk of the loan seekers from the bank.
INTRODUCTION
In today's world, the organizations strive for neck to neck competition. To exist in the market every organization has to take correct and efficient decisions. So decision making activity is the most important activity for the businessmen. They have to analyze all the existing data and conditions for decision making. They have to extract new information out of the new existing information. Only because of this new information the decision makers can take competitive decisions.
The technique to extract new knowledge form the existing information is known as data mining. There are different techniques to mine the data from databases. One important technique is classification and segmentation, under which decision trees are created in order to predict the data from the existing one. Decision trees are created with the help of different algorithms. One such algorithm, namely, ID3 is used here.
DATA MINING
Data mining, the extraction of hidden predictive information from large databases, is a powerful new technology with great potential to help companies focus on the most important information in their data warehouses. [1] 
DECISION TREES
Decision tree is powerful and popular tool for classification and prediction. Decision trees represent rules. A decision tree is predictive model that, as its name implies, can be viewed as a tree. Specifically each branch of the tree is a classification question and the leaves of the tree are partitions of the dataset with their classification. [4] Decision tree is a classifier in the form of a tree structure, where each node is either:  a leaf node-indicates the value of the target attribute(class) of examples, or  a decision node-specifies some test to be carried out on a single attribute-value, with one branch and sub-tree for each possible outcome of the test.
Constructing Decision Trees [6]
Most algorithms that have been developed for learning decision trees are variations on a core algorithm that employs a top-down, greedy search through the space of possible decision trees. Decision tree programs construct a decision tree T from a set of training cases.
DECISION TREE ALGORITHM:
The decision tree algorithm creates hierarchical structure of classification rules "If-Then" looking like a tree. 
ID3 ALGORITHM [3]
Iterative Dichotomiser 3 is an algorithm used to generate a decision tree. The algorithm is based on Occam's razor: it prefers smaller decision trees over larger ones. However, it does not always produce the smallest tree, and therefore a heuristic.
ID3 (Examples, Target_Attribute, Attributes)
 Create a root node for the tree. The central focus of the decision tree growing algorithm is selecting which attribute with the most inhomogeneous class distribution the algorithm uses the concept of entropy.
Information Entropy [4]
Entropy(S) is a measure of how random the class distribution is in S.
Entropy(S) = -pplog2pp -pnlog2pn
Where p p is the proportion of positive examples in S and p n is the proportion of negative examples in S.
Information Gain measures how well a given attribute separates the training examples according to their target classification.
Gain(S,A) = Entropy(S)-

MODIFIED ID3 ALGORITHM:
In ID3 Algorithm, every attribute has the binary valued domain (i.e. positive or negative). But it is also possible that we have some specific attributes that have multiple valued domain (i.e. high, medium, low, etc. The data set was taken from a national bank which consisted of the loan customers. In the bank a Performa of the loan seekers is being filled to calculate the credit risk. Many attributes are taken into account for the calculation of credit risk. After calculating the credit risk, decision is taken from the following three options:- Accepting loan application without guarantor.
 Accepting loan application with guarantor.
 Rejecting loan application. 
Calculation of Entropy and Information Gain
For implementing the modified ID3 algorithm, the information Gain and Entropy is calculated as follows-:
Entropy ( 
Interpretation of decision tree
The above decision tree is beneficial in the situation where a new customer approaches the bank for loan. The bank first of all checks the profession of the customer.
If the profession comes in the category with grade as 4 or 2, directly from the decision tree it can be seen that his credit risk is very high, so the customer is rejected a loan. If the profession falls in the category with grading 6, his educational qualification is checked and if the grading of E.Q. is 5, 4 or 3 the credit risk is found to be Medium i.e. the customer is provided the loan but with a guarantor. If the grading of E.Q. is 2, the number of years of the current profession of the customer is checked. The grading of number of years is checked, if it comes out to be 2, the his Net Annual Income(including spouse's income) is to be calculated and if it also falls in the category with grade 4, then Credit Risk is Medium. The customer is given the loan with a guarantor. But if NAI grade is 3, credit risk is high and the customer is rejected the loan. If the grading of profession the customer is 8, his Educational Qualification is calculated and the grade of E.Q. is 4, the Credit Risk is low and the customer is provided the loan without guarantor.
Hence by traversing the tree the bankers can take the decision about loan to the customers.
SCOPE FOR FUTURE WORK
In this work a decision tree is created for the bankers that will be useful to predict the status of the credit risk of loan seeker customers by considering eight parameters or attributes. But the bank considers more than 20 parameters to calculate the credit risk. So, there is a scope to extend the study by considering all of the attributes. The decision tree can created using any other commercial algorithm. Also the open issues for the researchers can be efficiency of the tree i.e. reduction of complexity, reduction of depth of the tree etc.
